General Business Conditions 





HE reports of business activity dur- 

ing the past month have been of the 

kind usually expected in mid-Sum- 

mer. Except in years when a strong 

forward movement is under way, as 
in 1933, industry and trade during July are 
expected to be sluggish; and there was even 
less reason than usual to look for a revival 
this Summer, in view of the handicaps im- 
posed upon trade by the drouth situation and 
the labor disturbances. In most industries the 
curtailment begun in May and June has been 
continued or extended, and the testimony of 
the wholesale centers is that buyers are con- 
servative in making Fall commitments. This 
attitude is in great contrast with the rush that 
was On a year ago, but it signifies that the Fall 
season will develop more normally, with pro- 
duction kept in better adjustment to consump- 
tion, and from that viewpoint is a more 
orderly and desirable state of affairs. 


Measured by the composite business in- 
dexes, which combine the figures for the chief 
industries in proportion to their importance, 
the decline in industrial production during 
July has been of more than seasonal magni- 
tude. This is largely accounted for, however, 
by special influences affecting steel mill opera- 
tions. Steel production was maintained at an 
unseasonally high figure during most of June 
to fill orders placed before the April price ad- 
_ vance, and had a violent drop to under 30 per 

cent of capacity in July, after the orders were 
filled. Steel operations are usually a good 
/ measure of business conditions, and are heavily 
_ weighted in the general business indexes, but 
in this instance the drop is hardly representa- 
tive, for the decline in the consumption of 
steel, and in the activity of the steel-consum- 
_ ing industries, has been less severe. 


The most encouraging reports come from 
the automobile industry. Following the price 
reductions at the beginning of June, sales 
picked up promptly and, contrary to the usual 
_ seasonal trend, were larger for most companies 
| in June than in May. It would be unheard 
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of for July in-tarn to show a gain over June, 
for the industry as a whole, but for some pro- 
ducers at least the upward trend has con- 
tinued, and the seasonal curtailment has beea 
moderated accordingly. This is a convincing 
demonstration, from which all the industries 
may learn, of the necessity of pricing goods at 
levels which consumers can pay. Automobile 
sales during May, following the price advance, 
unquestionably fell below expectations, and 
the prompt recovery as soon as the advance 
was canceled shows where the trouble lay. 


Retail trade reports are irregular. In New 
York City department store sales have shown 
improvement in July over June. Figures are 
not yet available to justify a general state- 
ment as to the whole country, but the largest 
mail order house reported for the four weeks 
ended July 16 a smailer gain over last year 
than heretofore, and a decline of 13 per cent 
below the preceding four weeks. In the 
month of June retail sales were only fair, 
showing a more than seasonal decline from 
May in most sections. The Federal Reserve 
Board’s index of department store dollar sales, 
which makes allowance for the seasonal fac- 
tor, dropped from 77 to 73 per cent of the 
1923-25 average. As compared with a year 
ago sales were 9 per cent larger, but since 
prices averaged 20 to 25 per cent higher the 
volume of merchandise moved evidently was 
smaller. 


Even though retail trade has fallen short 
of hopes, inventories of general merchandise 
doubtless have been further reduced, by reason 
of the curtailment in the textile and other in- 
dustries making goods of everyday use. In- 
ventories in some lines have been declining 
for two or three months, and have been sub- 
stantially lowered from the peak. The gen- 
eral hope that these adjustments will clear 
the way for a Fall improvement in the con- 
sumer goods industries seems to be well- 
founded, though the extent of the recovery 
is naturally a matter of uncertainty. 
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The Drouth Situation 


Crop prospects of course are among the 
chief factors in the outlook for Fall business, 


and it is now certain that the crop outturn . 


will be one of the poorest the country ever has 
known. The drouth has persisted over a great 
part of the Plains area and eastward, with rec- 
ord high temperatures, and has extended over 
almost the whole of Texas. The July 1 crop 
estimates of the Department of Agriculture 
were worse than the country was prepared 
to expect. The combined crop of Winter and 
Spring wheat was estimated at 484,000,000 
bushels, the smallest since 1893, and the corn 
crop at 2,113,000,000, second smallest in nearly 
as long a period. In the view of most crop 
observers the corn prospect has deteriorated 
further since that date. Cotton prospects in 
Texas have been seriously affected, and with 
the planted acreage reduced to 28,024,000, the 
smallest in thirty years, a greatly reduced crop 
seems probable. 

The cattle situation in the grazing areas is 
a woeful one, due to shortage of grass and 
water, and the markets have been glutted with 
low-grade cattle, purchased in great part by 
the Government relief agencies. There will 
be a smaller production of milk, eggs and poul- 
try during the next twelve months as a result 
of short feed crops, and a great reduction in 
pork supplies, since it is estimated that the 


number of hogs raised this year will be 30 
per cent smaller than last, and the smallest 
in twenty years. 

Reflecting these devolopments, farm prices 
generally have advanced, and for the first 
time have exceeded the peak reached on the 


speculative movement one year ago. It is 
sometimes represented that the short crops at 
higher prices will bring the farmer a greater 
income than a full yield at lower prices, and 
thus increase purchasing power. However, 
merchants who have to do business in the 
drouth areas, among farmers who are depend- 
ent upon Government relief, take a different 
view of the situation. Of course representa- 
tions that the drouth is anything but a calami- 
ty are untenable. Consumers will have to 
pay the higher prices, in addition to the taxes 
they are already paying upon flour, hogs, cot- 
ton and other products, and they will event- 
ually have to pay, through taxes or otherwise, 
for the relief; and the farmers themselves are 
consumers and tax payers. The principle 
involved is that higher prices resulting from 
crop failures are absorbed in higher costs to 
everyone. 

Nevertheless it is true that the relief dis- 
bursements and the benefit payments under 
the corn-hog, wheat and cotton adjustment 
programs will supplement the farmer’s cash 
income, keep up his purchasing power, and 


thus mitigate the effects of the drouth losses 
upon the business situation. 


Agricultural Surpluses Absorbed 

Moreover, the improvement in the various 
markets, though achieved at such a great cost, 
is genuine, and in some of them the balance of 
supply and demand is restored for the first 
time in many years. The wheat surplus ac- 
cumulated since 1927 evidently will be com- 
pletely absorbed within the next twelve 
months, leaving only a normal carryover. The 
cotton supply will be reduced to the smallest 
in four or five years. The pork surplus will 
likely be wiped out, and the downward turn 
in cattle numbers will come this year instead 
of one or two years hence, as a result of the 
forced slaughter. 

Thus at one stroke the chief purpose of the 
efforts on behalf of the farmer, which is to 
eliminate the surpluses, is being accomplished, 
and obviously a question is presented as to 
the desirability of any other efforts in that 
direction. It is fortunate that there were re- 
serves of farm products on hand this season, 
and the dangers in arbitrary crop limitation, 
after reserves are reduced to normal or below 
normal, are to be considered. One adjust- 
ment of the farm markets of the kind that has 
been achieved may be worth the cost. But 
a program of continuous limitation, dependent 
for success upon bounty payments which in- 
crease the farmer’s return over what the free 
markets would give him, is certain to work at 
all only as long as the payments last; and if 
it is carried on too long it is equally certain 
that a season will come when it will work too 
well, cause a scarcity of farm products, and 
put the consumer at as great a disadvantage 
as the farmer was under when these efforts 
were begun. 

Secretary Wallace had tentatively announced 
that ine wheat adjustment program for the 
next crop would be the same as at present; 
namely, a reduction of 15 per cent from the 
1928-32 average acreage planted, and a 30 cent 
processing tax to provide the benefit pay- 
ments. What the result would be in case of 
another crop failure may be inferred, and the 
suggestion of such a failure may not be far- 
fetched, considering the deficiency of subsoil 
moisture that will be left after this season. 
There is reason to think that the Secretary 
is impressed by this possibility, and that the 
program will be adjusted to conditions as they 
are in the Fall. 


Retail Prices Lower 


An encouraging development in the mar- 
kets, from the viewpoint of the farmer and 
consumer, and with respect to the outlook 
for Fall trade, is the check to the rise in prices 
of finished goods. The chief threat to trade, 
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since the rapid rise in costs of production and 
distribution began one year ago, has been that 
retail prices would advance more rapidly than 
buying power, especially as so many consum- 
ers have had no increase in income under the 
new measures, and accordingly are penalized 
by every price increase. The situation has 
been viewed with apprehension not only by 
the bodies that have been set up to represent 
consumers, but by merchants and manufac- 
turers concerned for their sales. 

Department store prices, as measured by 
the Fairchild index, had risen about 25 per 
cent from May, 1933, to May of this year, but 
have now dropped slightly for three consecu- 
tive months. The steel makers, like the auto- 
mobile manufacturers, have canceled their 
Spring advances, and this will restrain ad- 
vances in other products, since steel is a basic 
material which enters into the costs of other 
industries with multiplied effect. Price re- 
ductions that may be of great assistance in 
the building situation have been made in lum- 
ber, both in the minimum wholesale quota- 
tions fixed by the code and in the retail mark- 
up. Together these reductions will total 
around 15 per cent. This is an important 


move toward promoting construction, and if 
all agencies in the building industries could 
cooperate in like manner and effectively re- 
duce costs the building outlook would be very 


much brighter. Thus far privately financed 
work has contributed little to the moderate 
increase in construction activity. For the first 
half year privately financed contracts totaled 
$282,000,000 compared with $271,000,000 in 
1933, according to the Dodge reports, while 
publicly financed projects totaled $572,000,000 
compared with $161,000,000. 

To be sure, reductions in finished goods 
prices have their unfavorable side. They are 
an indication that business is sluggish, and 
they raise difficult problems for the industries 
which have had to meet the great increases 
in costs under the codes, and now find that 
they cannot pass them on. Unless they can 
find ways to increase the productivity of their 
labor or make other economies and cost reduc- 
tions, their earnings will be affected; and if 
it is more difficult for them to make a profit 
they are less able and less inclined to spend 
on new or replacement projects or to go ahead 
confidently in their business. 

It is a common misapprehension, cultivated 
by those who are antagonistic to the industrial 
system, that restoration of a normal profit in 
industry, prior to some uncertain time when 
“trade can stand it,” would endanger the busi- 
ness equilibrium. On the contrary, profit is 
a necessary factor if the balance is to be re- 
stored. It is the inducement to enterprise 
and the first essential in obtaining credit; and 
the encouragement of enterprise and the re- 


opening of the capital markets, leading to re- 
vival in the laggard capital goods industries, 
are now the chief requirements to keep the 
recovery going. 

All this leads to but one conclusion, namely, 
that the lower prices which trade evidently 
requires are to be sought by lowering costs. 
Cost reductions have been responsible for all 
the economic gains the world has made. In- 
dustrial management has made phenomenal 
progress in absorbing the cost increases es- 
tablished by the codes without passing them 
on fully in prices, but plainly there are limits 
to the economies and increases in efficiency 
that can be realized within a given time. Cost 
increases that management cannot offset must 
be passed on, and if buyers cannot pay them, 
as now appears to be the case, trade and pro- 
duction lag and unemployment results. 


Labor Troubles 


The labor disturbances which have been to 
the fore during the past month have been less 
of a jurisdictional character than was the case 
earlier in the year. More of them have orig- 
inated in wage and hour disputes, and clearly 
result from the general economic situation, for 
the unemployment leads to demands for work- 
spreading and week-shortening, and these in 
turn to demands for increased hourly wage 
rates, at least to the extent necessary to save 
the weekly payment from reduction. 

The employes of a well-known Wisconsin 
corporation manufacturing plumbing supplies 
have been on strike during the month for the 
very reasons stated. The decline in home 
building has made it impossible to give em- 
ployment to the full force, full time, and the 
strikers demanded a 30-hour week with a min- 
imum wage scale of 65 cents an hour instead 
of 40 hours at 40 cents. If granted, this de- 
mand would appear to give employment to 
one-third more workers, but it would raise 
labor costs, unless there were offsetting econ- 
omies, by 62% per cent, and undoubtedly this 
would compel the company to raise prices sub- 
stantially. If all the products of the company 
were sold to its employes this would make 
Aittle difference, but the numerous groups of 


‘the population who have not received such in- 


creases would be unable to buy as many plumb- 
ing fixtures, sales and production would fall 
off, and the increases in employment would be 
nullified. The situation in the end would be 
worse than in the beginning. 

This is a vicious circle, and in its operations 
it would affect not only the plumbing supply 
company, but all consumers who wanted or 
needed new plumbing supplies, to wit, the 
general public. The strike leaders stated that 
they were fighting for a principle, but the 
principle seems to be that of much more pay 
for much less work, and the consequences of 
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increasing wage costs, more rapidly than man- 
agement can reduce other costs and increase 
productivity so that it can pay higher wages, 
do not seem to be comprehended. It is better 
to support the unemployed by public relief 
than to load down industry in this manner. 
The true principle to be observed is that costs 
and prices must be lowered, not raised, in or- 
der to revive consumption and employment. 

It will be recognized that this is not an iso- 
lated case, for these demands are so common 
in the industries that everyone is familiar with 
them. With the state of trade giving evidence 
that costs have already risen to and perhaps 
beyond the capacity of buyers to pay, continu- 
ation of the tendency would be a threat to the 
recovery. 

It is pertinent to ask of what lasting help it 
can be to depend for business.revival upon vast 
Government expenditures if a policy of raising 
costs and prices tends to prevent the economic 
system from becoming self-supporting and giv- 
ing full employment. The continuation of 
these expenditures is the most common reason 
given for optimism as to the Fall trade out- 
look, and of course they will help trade while 
they last. However, it cannot be too often 


repeated that of themselves they do nothing to 
reestablish self-supporting industry, or to 
hasten the day when private industry will take 
over from the Government the burden of giv- 


ing employment, and carry it on. 

The prospect for improvement in the con- 
sumer goods industries in the Fall, following 
the adjustments that have been made and as- 
sisted by Government expenditures, is evident- 
ly favorable, while the outlook for the capital 
goods industries continues uncertain. The 
likelihood that the huge potential supply of 
credit will be put to use during the remainder 
of this year appears remote. One of two con- 
ditions is essential to the expansion of com- 
mercial credit. Either the trade situation must 
be in fair and sound balance with costs and 
prices in relationships that will set goods mov- 
ing, and there must be general confidence in 
the future; or there must be fear of the money, 
which will lead those who have money to con- 
vert it into goods or property. Unfortunately 
the first condition is present only in part, but 
happily there are no tangible signs of the sec- 
ond thus far to be discerned. 


Money and Banking 





Surplus funds have continued to accumulate 
in the money markets during July, and bank 
reserves have mounted to new high levels. 
The surplus of reserves in excess of legal re- 
quirements is currently around $1,900,000,000 
for all member banks, which represents an 
increase of about $150,000,000 during the 
month. With such an unprecedented accumu- 


lation of funds, short term money rates natur- 
ally have continued at the lowest levels on 
record. Four issues of 182-day Treasury bills, 
in the amount of $75,000,000 each, were sold 
during July at the nominal rate of 0.07 per 
cent per annum. 


The factors contributing to this increase in 
bank reserves were the same as in earlier 
months. The steady increase in the monetary 
gold stock has continued, with a rise of $65,- 
000,000 in the four weeks ended July 25. Of 
this amount $46,000,000 was accounted for by 
imports, and the remainder by domestic pro- 
duction and reclaimed gold. The Treasury, 
which at the end of June had large balances in 
the Reserve Banks derived from the June 15th 
tax payments and subscriptions to new securi- 
ties, has made heavy disbursements out of 
these accounts during July; and these dis- 
bursements, returning to the commercial banks 
as private deposits, have gone to swell the 
accumulation of funds. Moreover, the Treas- 
ury has continued to make use of the profit 
derived from gold revaluation, by issuing gold 
certificates to the Reserve Banks in amounts 
somewhat exceeding the increase in the mone- 
tary gold stock. 


Against these gains there was a loss in the 
first week of the month due to withdrawals of 
currency for Fourth of July expenditures, but 
as usual this currency began to return to the 
banks promptly after the holiday, and on the 
25th the total in circulation was the smallest 
since the Spring of 1932. 

While potential supplies of credit have thus 
been piling up, demand for accommodation has 
continued restricted. The so-called “com- 
mercial loans” of the reporting member banks 
have set new lows each week, and are now 
even lower than they were at the time of the 
bank holiday in 1933. Secured loans show 
little change and investments have increased 
but slightly. Holdings of United States Gov- 
ernment securities, which were built up to a 
new high at the end of June by subscriptions 
to the June 15th issues, have changed little 
during July. Slightly more than one-third of 
the total loans and investments of the report- 
ing member banks is now represented by 
Government securities, and the increase in this 
item since the first of the year has more than 
accounted for the total increase of bank credit 
in use during the period. 


The Bond Market 


The market for high grade bonds gave a fur- 
ther demonstration of strength during the first 
three weeks of July, and prior to the reaction 
in the closing days of the month new high 
prices were established on both Government 
and the highest rated corporate issues. Long 
term Treasury bonds at the top sold at prices 
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yielding on the average only about 234 per 
cent; and the average yield of thirty bonds 
rated Aaa by Moody dropped to a low of 3.86. 
These are the lowest yields at which high 
grade bonds has sold since the first years of 
this century. 

A significant development of the month is 
the action of the Home Owners Loan Corpora- 
tion in reducing from 3 to 2% per cent the rate 
of interest on bonds to be used in refinancing 
existing mortgages. These bonds are fully 
guaranteed by the Federal Government as to 
both interest and principal. 

Late in July the Treasury invited bids on an 
issue of approximately $100,000,000 of 3 per 
cent Federal Farm Mortgage Corporation 
guaranteed bonds, to be dated August 1 and to 
mature in 10 to 14 years. Bids received totaled 
nearly twice the amount of the offering and 
the average price on the bonds awarded was 
100.559, representing a premium of $560,697. 

The largest public offering of new corporate 
bonds in a very long period was made early in 
the month when bankers offered $50,000,000 
of 4% per cent bonds of the Pennsylvania 
Railroad. On July 24 an issue of $50,000,000 
five-year 434 per cent secured notes of the 
Baltimore & Ohio Railroad was also offered. 
Both of these issues were largely for refunding 
purposes. They do not necessarily indicate 
a coming increase in new bond offerings, since 
railroad securities may be issued without filing 
registration statements under the Securities 
Act; and it is the requirement of these state- 


ments that has been the chief handicap upon 
corporate financing. However, more activity 
in bringing out issues, especially for refunding 
purposes, is generally expected during the 
Fall. In the municipal market the feature was 
the offering of $58,000,000 City of New York 
serial bonds bearing coupons ranging from 
1% to 4 per cent. 


The Half Year’s Profits 


Corporate reports issued during the past 
month covering the first half-year show that 
net earnings of industrial companies were 
materially larger than in the corresponding 
period of 1933 but that the rate of return on 
invested capital is still relatively low. A tabu- 
lation of the reports published thus far by 250 
companies having an aggregate net worth of 
approximately $9,724,000,000 shows combined 
net profits, less deficits, of $276,563,000 for the 
first half of this year as compared with a profit 
of $86,362,000 in the first half of 1933. These 
profits represented an annual rate of return 
upon net worth of 5.7 per cent this year and 
1.7 per cent last year. 

A summary of the reports is given in the 
accompanying table. Deficits were reported 
by about 23 per cent of the companies this year 
and by 44 per cent last year, and have been 
deducted in arriving at the totals. A marked 
improvement was shown in such industries as 
chemicals, auto accessories, electrical equip- 
ment, household supplies, petroleum and non- 
ferrous metal mining, including gold mining. 
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INDUSTRIAL CORPORATION PROFITS FOR FIRST HALF YEAR 


Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and 
urplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Annual 
Net Profits Per Net Worth Per Rate of Re- 
Half Year Cent January 1 Cent turnPerCent 
Industry 1933 1934 Change 1933 1934 Change 1933 1934 
Autos—General Motors $48,068 $69,587 $860,869 $871,498 
Autos—Other ade D-5,342 D-6,187 187,471 172,791 
Auto Accessories .... ne D-465 8,416 119,446 110,568 
Baking 9,139 8,314 ‘ 242,305 234,605 
Building Materials D-2,973 D-524 136,543 124,792 


Chemicals 46,511 a 915,095 927,806 
Coal Mining aa 80,618 
Electrical Equipment J 627,160 
Food Products—Misc. ............. 4 708,746 
Household Supplies R 213,500 213,474 


Iron and Steel 3,118,172 3,037,181 
Machinery 84,086 79,889 
Merchandising .......... ‘ r 203,413 210,256 
Mining, Non-ferrous ‘ F i 222,698 222,321 
Paper Products 70,808 71,356 


Petroleum + 848,317 851,564 
Textile Products 435 % 68,272 


Tobacco (a) 4 63,109 
Miscel. Manufacturing 17,664 J 770,695 
Miscel. Services D-2,710 oa 420,396 361,240 
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Total $86,362 $276,563 +220.2 $9,961,719 $9,724,242 
D—Deficit. *—Before certain charges. a—Principally cigar companies. 
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Profits of the baking and miscellaneous food 
products companies were approximately the 
same for the half-year, although for the second 
quarter they were lower than a year ago. The 
steel industry practically broke even for the 
half-year as a result of the high rate of opera- 
tions during the second quarter. 

It should be emphasized that as this limited 
group of companies includes many of the 
strongest business organizations in the country, 
whose stocks and bonds are widely held by 
investors and which are under obligation to 
issue interim reports promptly, their showing 
is much more favorable than were the results 
for all corporations. No reports are published 
by several hundred thousand companies whose 
stock is closely held, or by many larger com- 
panies which are in receivership or are being 
reorganized. The figures given for various 
major industries indicate the trend of earnings 
but obviously are considerably better than an 
“average rate of earnings” for the respective 
industries or for business as a whole. Even 
an “average”, computed by consolidating the 
returns of the companies operating at a loss 
with those operating at a profit, is a purely 
theoretical figure that would be misleading if 
it were not kept in mind that no actual pooling 
of earnings by all corporations really takes 
place. The companies operating in the red 
have no claim on their more fortunate com- 
petitors, but they are an important factor in 
employment and general prosperity. 


Profit by Quarters 


Separate reports by quarters are available 
for 201 of the companies in this tabulation and 
show combined net profits of $97,930,000 in 
the first quarter of this year and $144,338,000 
in the second quarter. Last year the same 
companies had a net deficit of $19,038,000 in 
the first quarter and a net profit of $84,688,000 
in the second. At that time the recovery in 
earnings and in business activity was stimu- 
lated by rapidly rising commodity prices and 
the desire of manufacturers, merchants and 
the public to build up stocks before the in- 
creases in labor and material prices should be- 
come fully effective. 

In the months of April, May and June of 
this year the average level of business activity, 
as measured by the Annalist Index, was nearly 
8 per cent higher than the average of the same 
months of last year, yet the net profits for the 
period increased only moderately, reflecting 
the increase in costs of doing business. While 
the principal factors restricting profits have 
been the sharp increases in direct costs for 
labor and materials, other important influences 
have been the continued growth of the total 
tax burden, the delay, confusion and expense 
arising from efforts to establish fixed prices, 
to standardize terms, to regulate output, etc., 


and in some cases a diminution in physical 
volume has resulted from the inability or un- 
willingness of consumers to buy goods at the 
higher retail prices asked. Real progress in 
business recovery of course depends upon an 
expansion in the physical volume of produc- 
tion, distribution and consumption of goods 
and not on a mere increase in their dollar 
value. Finally, the large number of actual and 
threatened strikes added to the difficulties al- 
ready existing have made it almost impossible 
for the representative concern to earn a fair 
return on its invested capital. 


So long as these difficulties and risks prevail, 
it is naturally out of the question to induce 
the manufacturing industries to raise and in- 
vest much new capital in the expansion or 
modernization of plant and equipment. Con- 
sequently, there is small likelihood of a revival 
of activity in the capital goods industries, 
whose expenditures for wages and materials 
normaliy support an important share of all 
gainfully employed workers. 


INDEA 
150 





100 


‘ NS 


ae 
PROFITS 








0 






































-50 





1925 1926 1927 1928 1929 1930 1931 1932 1933 1934 


Quarterly Index of Industrial Corporation Profits 
and the Annalist Index of Business Activity, 1926=100 


The general trend of quarterly profits over 
a period of years is shown by the index above, 
which is based on average rate of return on 
net worth of 200 of the more important in- 
dustrial corporations and is adjusted for the 


characteristic seasonal variations between 
quarters, with the first and second quarters 
showing a rising tendency and in the third 
and fourth a declining tendency. The points 
comprising the index are given below. 


Quarterly Index of Industrial Corporation Profits 
Base=1926=100. Seasonally Adjusted. 


Calendar First Second Third Fourth 
Year Quarter Quarter Quarter Quarter 


82.8 83.1 
98.7 105.6 

92.9 89.8 

101.4 113.0 

127.0 125.4 

73.5 51.8 

33.2 18.5 

D-7.9 D-13.3 

* 10.0 34.0 

1934 34.2 33.2P 

D—Deficit. P—Preliminary. 


This year there was a rise in the second 
quarter (partly estimated) over the first 
quarter in actual profits and rate of return, 








a 


but the rise was less than the usual seasonal 


amount so that the adjusted index was slightly 
lower. 


Railroad Earnings Unsatisfactory 


Reports compiled by the Interstate Com- 
merce Commission giving the combined results 
of all Class I steam railroads show that the 
group had deficits after fixed charges in each 
of the first four months of 1934, the sum total 
of which was $27,000,000. In the full year 
1933 there was a deficit of $14,000,000 and in 
1932 a deficit of $151,000,000, the year 1931 
being the last in which a profit was shown. 


Preliminary figures for May and June show 
that although operating revenues were equal 
to or larger than in the same months of last 
year, operating expenses increased by such an 
extent that net operating income was smaller 
than a year ago and that in both months 
there were deficits after the payment of fixed 
charges. Outstanding debt and interest charges 
are now slightly higher than a year ago. In 
the first half-year many railroads failed to 
cover even their operating expenses and taxes. 

Outlook for earnings during the remaining 
months of this year is not particularly favor- 
able, unless there should be a marked expan- 
sion in traffic, because of the heavy increase 
in operating costs that has occurred recently. 
During the past year there have been sub- 
stantial increases in the prices of coal, fuel 
oil, materials and supplies which the railroads 
purchase from other industries. An increase 
in wages and salaries was agreed to last April, 
providing for the elimination of the 10 per 
cent wage reduction that had been in effect 
since February 1, 1932 by gradual steps be- 
ginning July 1, 1934, so that by April 1, 1935 
wage rates would be restored to the 1929 level. 
Then in the closing sessions of Congress a 
railroad labor pension bill was passed, creating 
a nationwide pension system to be administer- 
ed by the Federal Government, which is to 
supplant the pension systems now in effect on 
most of the individual railroads and to add 
an amount estimated to begin at $60,000,000 
and increase to $300,000,000 annually to ex- 
penditures for pensions. The new system will 
permit or force the retirement of large num- 
bers of employes, estimated at 100,000 this 
year alone. 

As there is no existing margin of excess 
earnings in which to absorb these increased 
costs and the companies have little remaining 
control over expenditures, the logical neces- 
sity might seem to be an increase in charges, 
and the railroad executives have been holding 
conferences on the subject. The emergency 
increase in freight rates on selected com- 
modities, which had been in effect since the 
beginning of 1932, expired on September 30, 
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1933. A uniform increase of freight rates is 
scarcely practicable in the absence of any con- 
trol over truck competition, hence any effort 
along this line seems likely to be by an inten- 
Sive study of classes to discover what lines of 
traffic are able to make some further contribu- 
tion to railroad necessities. 

The companies quite definitely abandoned 
several years ago the idea of replenishing pas- 
senger revenues by increasing fares and have 
been experimenting with lower regular fares 
and numerous special rates to stimulate travel. 
A net increase in aggregate passenger rev- 
enues was achieved thereby last year. The 
new light-weight, high-speed trains will soon 
demonstrate what can be accomplished by this 
improvement of service. 

The railroad problem is a public problem 
of the first importance, but few people seem 
to regard it as such. Apparently it is generally 
assumed that the railroads will continue to 
render service and to pay their employes re- 
gardless of whether their owners or creditors 
receive anything or not. Anyway, other 
matters are more pressing at present. 


Distribution of the National Income 





The April and May numbers of this pub- 
lication carried two articles, entitled respec- 
tively “Distribution of the National Income” 
and “A Study of Corporate Profits, 1919-1932,” 


which have occasioned considerable comment. 
Both articles were based upon bulletins re- 
cently issued by the National Bureau of 
Economic Research, Inc., an impartial and 
competent research organization, all of the 
statistical information contained in them be- 
ing from the Bureau’s tables. This informa- 
tion had direct bearing upon much current 
misrepresentation regarding the distribution 
of the wealth annually produced in this coun- 
try, the relative effects of the depression upon 
different classes of incomes and the profits of 
corporations. Our comments were necessarily 
limited, but in view of the importance of the 
subject we promised to recur to it later. 

The two Research studies referred to were 
separately made, by different persons, but 
from practically the same sources, ie., the 
records of the Census Bureau, the Bureau of 
Internal Revenue, and other branches of the 
Federal Government which gather statistical 
information. Outside of agriculture, retail 
merchandising and personal services, business 
is now conducted mainly by the corporate form 
of organization, and much the larger part of 
the aggregate of individual incomes is received 
from corporations in the form of wages, sal- 
aries, interest, dividends, etc. Thus the two 
studies of income distribution and corporate 
profits are closely related. All corporations 
are required to report income, outgo and profit 
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to the Treasury as the basis of taxation, and 
further details to the census bureau for statis- 
tical purposes. 

The discussion excited by the two research 
bulletins, and in part by our exposition of 
them, has been varied in character. Although 
the tables and original text apparently are 
quite clear in their meaning, some very differ- 
ent conclusions seem to have been drawn from 
them. This need not be surprising, for it could 
hardly be expected that all of the champions 
of the doctrine that the masses are exploited 
by the classes would be silenced by the appear- 
ance of a few tables, whatever the tables might 
seem to show. The research bulletins present 
the factual information and leave the reader 
to draw his own conclusions, but it is an old 
story that readers may draw different con- 
clusions from even an agreed state of facts. 
Thus the believers in “exploitation” have been 
prompted to claim that the figures for the dis- 
tribution of individual incomes afford support 
for their contention, their principal claim be- 
ing that income from wages fell off more than 
income from property. Referring to this claim 
in our April number we said: 


In truth the tables of this Report afford ample 
proof that a state of disorder in the economic system 
reduced the aggregate of income produced and affected 
other classes even more violently than it did labor, 
as we shall see. The average net earnings of cor- 
porations and individual proprietors in manufacturing, 
construction, transportation, trade, finance, agriculture 
and mining suffered greater declines from 1929 to 1932 
than did the total income of labor. 


The trustworthiness of the figures is not in 
question, and it should be possible to deter- 
mine what they actually show by reference to 
the tables themselves. The figures presented 
in our April number were taken from Bulletin 
49 of the National Bureau of Economic Re- 
search, Inc., and have been published with 
some slight alterations in the form of a report 
by the Department of Commerce to the United 
States Senate, known as Senate Document 
124. Seventy-third Congress.* 

*Note: Some of the figures given in the Senate 
publication differ slightly from the corresponding fig- 
ures of the first publication in Bulletin 49 of the 
N. B. of E. R., owing to corrections made by the 


authors. In this article all of the figures conform to 
the revision. 


How the Calculations Were Made 
It is apparent that readers have been to 
some extent confused by the double set of 


figures for “income produced” and “income 
paid out.” An examination of the preliminary 


statement appearing in Bulletin 49 and also 


in the official publication will show the reader 
that “income produced” is the basis of the 
entire calculation. We quote from this state- 
ment: 


Year in, year out the people of this country, as- 
sisted by the stock of goods in their possession, render 
a vast volume of services towards the satisfaction 
of their wants. Each of these services involves an 
effort on the part of an individual and an expenditure 


of some portion of the country’s stock of goods. Some 
of these services eventuate in commodities, such as 
coal, steel, clothing, furniture, automobiles; others 
take the form of direct, personal services, such as 
are rendered by physicians, lawyers, government 
officials, domestic servants, and the like. If all the 
commodities produced and all the direct services 
rendered during the year are added at their market 
value, and from the resulting total we subtract the 
value of that part of the nation’s stock of goods that 
Was expended (both as raw materials and as capital 
equipment) in producing this total, then the remainder 
constitutes the net product of the national economy 
during the year. 


This is a simple account of the method by 
which the authors went about their task. The 
values are produced partly in the form of com- 
modities and partly in the form of personal 
services. The inquiry sought to trace the dis- 
tribution of these values to their final recipi- 
ents. Commodities are produced by the ex- 
penditure of labor upon the natural resources, 
sometimes by individuals working by them- 
selves, or with their families, as in farming or 
the small industries, and sometimes by groups 
of persons organized in partnerships or cor- 
porations and employing labor. The personal 
service professions and occupations usually 
sell their services direct to patrons, but even 
among these there are proprietors and wage- 
workers, as in the case of merchants, trans- 
portation companies, law firms, barber shop 
proprietors, etc. 

The values produced by corporations, to- 
gether with their operating disbursements and 
division of profits, are set forth in the report. 
Individuals who carry on business on their 
own account, either with or without employes, 
are grouped under the designation, “entre- 
preneurs,” a French word for which the ap- 
proximate English equivalent would be under- 
takers or enterprisers. Individual contractors 
and business men of all lines are included in 
this class, and Bulletin 49 states that the larg- 
est group so included is that of the farmers. 

Thus all of the commodities and services 
which of themselves constitute real income 
and are the source of the money-incomes are 
first valued as sold by the proprietary pro- 
ducers, and constitute the total of “income 
produced”. These producers have as their net 
incomes whatever they have left after making 
payments to employes, associates or other 
parties to whom they are beholden for assis- 
tance. The latter payments compose the 
“income paid out”, and not only wages and 
salaries, but interest, dividends, rents, royal- 
ties, and “entrepreneurial withdrawals” appear 
in the tables as accounting for this distribu- 
tion. The last named item consists of the in- 
formal withdrawals of individual proprietors, 
as from their receiving tills into their spending 
pockets. 

The authors of the study say that only 
rarely are the aggregate of “income produced” 
and “income paid out” precisely equal. Most 





businesses, especially if growing, aim to ac- 
cumulate capital, as a backlog, or basis for 
larger operations or protection against re- 
verses, and in bad years many are obliged to 
draw on these accumulations. We gave table 
1 in our April number and now repeat it here- 
with, inviting the attention to the fact that 
the difference between “income produced” and 
“income paid out” is described as “business 
savings or losses.” 


Table 1 
National Income, Paid Out and Produced 
(Millions of Dollars) 

1930 1931 
75,410 


1929 

Income paid out. 81,136 
Business savings or 

losses 1,896 

Income produced......83,032 


1932 
63,247 48,894 


— 5,065 — 8,604 — 9,529 
70,345 54,643 39,365 

Percentages of 1929 
1930 1931 
92.9 78.0 
84.7 65.8 


1929 
100.0 
100.0 


1932 
60.3 
47.4 


Income paid out. 
Income produced 


It will be seen that in every one of these 
years after 1929 “income paid out” exceeded 
“income produced.” This means that in each 
year the business men of this country (in- 
cluding as such farmers and everyone doing 
business on his own account) paid out, in the 
aggregate, more than they received. In com- 
mon language they “ran behind,” but as a 
whole met their obligations out of capital pre- 
viously accumulated, although many indi- 
viduals failed to meet their obligations and 
others suffered on their account. In the three 
years the net aggregate of deficits over gains 
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was the enormous sum of $23,198,000,000! 
Tke government figures for 1933 are not yet 
available. 

It is mainly in failure to take account of the 
losses of business as shown in Table 1 that the 
erroneous interpretations of the division of in- 
come have been made. In comparing the ag- 
gregate of incomes from business operations 
and property holdings with the aggregate of 
incomes from wages and salaries it is neces- 
sary to consider that the losses of business 
represent sums drawn from existing capital, 
which added to “income produced” made up 
the sums of “income paid out” in 1930, 1931 
and 1932. Thus “income paid out” in 1932— 
in which all shared—was $48,894,000,000, of 
which $9,529,000,000 was drawn from capital. 

This will be better understood by a study of 
Tables 2 and 3, which follow, in connection 
with Table 1. 

No part of the property income had a higher 
percentage of the total national income in 1932 
than in 1929, excepting interest, which we 
refer to below. 

Table 1 shows that total income produced 
fell from $83,032,000,000 in 1929 to $39,365,- 
000,000 in 1932. This was the master change 
in the four years, from which all other changes 
resulted. 

It is true that certain corporations continued 
to pay dividends in 1930, 1931 and 1932, and 
interest-payments were made as shown in 
Table 2; but these payments, along with the 
“rents and royalties” and “entrepreneurial 








Table 2—NATIONAL INCOME PAID OUT, BY TYPES OF PAYMENT" 


1929 

Salaries (selected industries)* 
Wages (same as in line 1)? 
Salaries or wages (all other industries) 
Total labor income’ 
Dividends ..... 
Interest 
Total property income‘ 
Net rents and royalties .......... 
Entrepreneurial withdrawals 
Total entrepreneurial income 
Total income paid out 
































Millions of Dollars 


5,702 


Percentages of 1929 
1931 1929 1930 1931 19. 
4,738 100.0 
10,542 100.0 
24,622 
40,896 
4,313 
5,649 
10,498 


1930 
5,661 
14,210 
27,794 


99.3 
82.7 
95.7 
92.0 
97.2 
102.4 
100.2 
84.4 
92.6 
90.5 
92.9 


73.5 
78.0 


1 The grand totals in this and the following tables are obtained by an addition of the totals for each industrial field. The income subtotals by 
industrial fields are primarily in thousands of dollars, while the subtotals of gainfully engaged are usually in actual numbers. But the subtotals entered 


in Tables 2 to 10 are either in millions of dollars (for income) or in thousands of persons (for numbers engaged). These 


add up exactly to the grand totals given. 


do not, theref 





2 Includes mining,. manufacturing, construction, steam railroads, Pullman, railway express, and water transportation. 
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Table 3—PERCENTAGE DISTRIBUTION OF NATIONAL INCOME, BY TYPES OF PAYMENT 


Percentages of Total Income 


1929 

Salaries (selected industries)? 7.0 
Wages (same as in line 1)? 
Salaries or wages (all other industries) 
Total labor income’ 
Dividends 
Interest 
Total property income’® 
Net rents and royalties 
Entrepreneurial withdrawals 
Total entrepreneurial income 
Total income paid out .... 
Business savings 
Total income produced 
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6.9 
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1 Includes mining, manufacturing, construction, steam railroads, Pullman, railway express, and water transportation. 


2 Includes also employees’ pensions and compensation for injury. 
* Includes also net balance of international flow of property incomes. 
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withdrawals” are all a part of the property 
account which finally shows a net capital loss 
in the three years of $23,198,000,000. 

The “entrepreneurial withdrawals” are not 
classed as property income, for they include 
all sums drawn by individual owners and part- 
ners from privately owned business, this 
group, as already stated, including farmers 
and-all independent operators. 

To sum up: While certain corporations, 
business men and property owners had net 
incomes in the three years following 1929, just 
as certain wage-earners retained their jobs and 
former pay, in the aggregate, which is the only 
comparison between groups which properly 
can be made, the business men and property 
owners had no net income after that year. 

These tables give an effective reply to the 
widely circulated statement that 3 or 4 per 
cent of the population of this country receive 
80 or 90 per cent of the national income. 
Table 3 shows that in 1929 65.1 per cent of the 
total distribution of income was in the form 
of wages and salaries, and 14.8 per cent was 
in the incomes of small business men, includ- 
ing farmers, these two groups accounting for 
approximately 80 per cent of the total. The 
remaining 20.1 per cent was divided into divi- 
dends 7.4 per cent, interest 7 per cent, rents 
and royalties 5.1 per cent; and these payments 
are largely locally made, scattered in every 
part of the country. 


Income from Interest 


The aggregate of interest payments in 1932 
was not larger than in 1929, but the propor- 
tion of such payments in the national income 
increased because this class of income did not 
decline as much as other classes. Of course, 
the explanation of this is that investments in 
securities and promissory notes usually are 
made under long term contracts and are not 
terminable or adjustable as readily as other 
payments commonly are. We discussed this in 
the April Letter, mentioning that interest- 
bearing securities are largely held by institu- 
tions in a trustee capacity, as in the case of life 
insurance companies and savings banks, or as 
endowment funds of schools, hospitals, and 
other public services, or by individuals who 
look more to safety and the regularity of pay- 
ments than to the rate of return. They are 
distinctively support funds, upon which a vast 
number of employed persons are dependent, 
and regular payments are of great importance. 

President Nicholas Murray Butler, of Co- 
lumbia University, devoted his Commence- 
ment Address, June, 1934, to a discussion of 
the great part which such voluntary support 
funds have played in the social life of this 
country. Distinguishing between the public 
services supported by taxation and the public 
services supported by private gifts to institu- 


tions, he referred to the latter as “services in 
the field of liberty.” He said, in part: 


It quickly became characteristic of the American 
people that a large portion of their public service, 
perhaps even a major portion, was rendered by them 
voluntarily in the field of Liberty. Non-profit-making 
institutions of every sort and kind were brought into 
existence in the field of Liberty to render public 
service. Quite apart from the churches, which were 
to be wholly separate from Government, these were 
institutions of intellectual, social and philanthropic 
public service of the very highest importance. While 
from one point of view these were the outgrowth of 
a spirit of charity and philanthropy, from another 
but far truer point of view they were the outgrowth 
of the spirit of public service. They included hospitals 
and homes for the aged, the infirm and the dependent. 
They included libraries and museums, some of which 
have now gained world-wide reputation and influence. 
They included a host of schools and colleges, and in 
these later years at least a dozen or more universi- 
ties, all of which have united to give to the American 
people a high and distinguished place in the intel- 
lectual life of the modern world. These institutions 
are in no sense governmental, but they are in every 
sense public. To confuse and confound the distinc- 
tion between governmental and non-governmental 
with that between public and private is to turn one’s 
back upon the most fundamental principle of our 
characteristically American civilization. In just recog- 
nition of the public service by institutions of this 
kind in the field of Liberty, property actually used 
by them has long, and quite generally, been exempt 
from taxation for the support of Government. There 
is now probably more service and more important 
service in our American life which is public but not 
governmental than that which is both public and gov- 
ernmental. No nation on the continent of Europe 
can make anything approaching the demonstration 
that the American people can make of willingness and 
power to offer public service in the field of Liberty. 
* * * It has been carefully estimated that before the 
present depression the stupendous sum of nearly two 
and one-quarter billion dollars, an amount equal to 
much more than one-half of the gross income of the 
Government of the United States * * * was annually 
given by the American people for the maintenance of 
institutions of public service in the field of Liberty. 


President Butler’s address in full is a strong 
appeal for appreciation of the social value of 
these “public service institutions” of which he 
was speaking, and it may be appropriately 
quoted to prove the social usefulness of estab- 
lished money-incomes devoted to their sup- 
port. Of course, the useful service of capital 
at interest is not confined to such employment. 
Freedom to contract for the use of capital over 
stated periods, and to pay or receive com- 
pensation therefor, is a necessary condition of 
an advanced civilization. Moreover, the wage- 
earning class has shared in the benefits derived 
from it as much as any class in proportion to 
numbers, both as a means of employing its 
own savings and providing directly for its own 
needs, and by the part which money-lending 
plays in furnishing employment to labor and 
the interest which the wage-earners have in 
all industrial and social progress. 


Disorder the Cause of All Losses 


The statement quoted from our April Letter, 
that “a state of disorder has existed in the eco- 
nomic system and has reduced the aggregate 
of income produced,” is proven by the income 
tables, and this is the outstanding fact to which 
attention should be directed. It is also clearly 
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Table 9—INCOME PRODUCED, 





Agriculture 7,538 
Mining 
Electric light and power and gas 
Manufacturing 
Construction 
Transportation 
Communication 
Trade 
Finance 
Government 
Service 
Miscellaneous 


Total 83,032 



































BY INDUSTRIAL DIVISIONS 
Millions of Dollars 
1930 1931 


Percentages of 1929 
1929 1930 1931 1932 
5,620 3,866 2,232 
1,315 732 527 
1,225 1,178 958 
14,292 5,873 
2,644 454 
6,082 3,583 

740 


100.0 
5,460 4,467 3,367 100.0 


70,345 54,643 39,365 100.0 








true that this state of disorder has caused the 
incomes from business and property to decline 
more proportionately than the income of labor. 
The sum of it is that business men and prop- 
erty-owners as a group paid out in 1930, 1931 
and 1932 thenetaggregate sum of $23,198,000,000 
in excess of the total selling value of their pro- 
ducts and services. Since this aggregate includes 
all gains and losses within the group, it follows 
that this resulted from doing business on fall- 
ing markets and failure to reduce the costs of 
production as fast as the prices of the products 
declined. Obviously the loss would appear far 
greater than this if the shrinkage in the selling 
value of all real estate and securities was in- 
cluded. The losses stated were computed only 
upon actual sales, but every one who owns 
real estate or securities is aware that the real- 
izable value has been reduced. 


The Cause of the Disorder 


Reviewing the income tables it is seen that 
the source of all individual incomes is in “in- 
comes produced,” which is the total of all 
values offered in trade by the numerous groups 
of the economic system. Table 9 in Bulletin 
49 (table 13 of Senate Document 124) gives 
the decline of income produced by the twelve 
divisions of its classification, and we repro- 
duce it above. 

The declines in “income produced” shown 
by this table were the basis for the paragraph 
from our April Letter quoted early in this 
article. 

The only division not showing a decline is 
“Government,” which is explained by the fact 
that it produces its income by taxation and 
borrowing, with a first claim on all the others. 

But although the decline was general, it was 
not uniform, and this plainly was the cause of 
the disorder. A uniform change of all prices, 
wages and charges in terms of money would 
not affect the flow of trade, for it would leave 
the purchasing power of every group un- 
changed. It is not that prices have fallen, but 


that they have fallen unevenly, and that many 
relationships have been disturbed, which has 
caused the decline of trade and employment. 

These income changes are all traceable to 
the violent changes in production, trade, fin- 
ance, wages, prices, and the complex relation- 
ships of the economic system, caused primarily 
by the Great War—the readjustments of peace 
to war and war to peace. 


Some of the industries were leaders in the 
trend and a drag upon the others, some had 
greater resistance than others and all reacted 
upon each other. The reduction in “income 
produced” was partly in physical volume and 
partly in the decline of prices, and these de- 
clines varied among the groups. In agricul- 
ture, mining and manufacturing the aggregate 
decline, 1929 to 1932, was approximately 70%, 
in construction 85%, in trade, transportation, 
finance and service around 50%, electric light, 
power and communications about 25% and on 
the average of all, 52.6%. In agriculture, phys- 
ical production did not decline, but rather in- 
creased, while the decline of prices so affected 
the purchasing power of the farm population 
that this became one of the principal factors in 
trade disorder. On the other hand, the larger 
part of the loss of wages and salaries was by 
unemployment and the lesser part by rate 
reductions. 

Employers were not responsible for the 
spread of unemployment resulting from this 
loss of purchasing power among great groups 
of producers and from the evident derangement 
in trade relations. The experience of those 
years has shown that no group in the system 
can escape the effects of continuing loss of 
purchasing power in other groups. The sys- 
tem is interdependent and prospers or is de- 
pressed as a whole. This is the great lesson 
of the depression. The problem of the time 
is to restore the balanced relations between 
the industries which is the necessary basis of 
normal trade and full time employment. 
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